City of DBetroit

IRVIN CORLEY, JR. CITY COUNCIL ANNE MARIE LANGAN
DIRECTOR ' DEPUTY DIRECTOR
(313) 224-1076 FISCAL ANALYSIS DIVISION (313) 2241078

Coleman A. Young Municipal Center
2 Woodward Avenue, Suite 218
Detroit, Michigan 48226
FAX: (313) 224-2783
E-Mail: irvin@cncl.ci.detroit.mi.us

TO: COUNCIL MEMBERS

FROM: Irvin Corley, Jr., Director JCCOI

DATE: June 24, 2008

RE: Detroit Tunnel Side Transaction (Departmental Report)

Status on the Tunnel Deal

Honorable City Council Members, the members of the Budget, Finance and Audit
Standing Committee during its session this past Friday elected to move out of
committee the tunnel transaction that is currently before your Honorable Body
with a “no” vote.

City Council, | am inclined to agree with the no vote at this time, which means
that | do not currently support this transaction.

| would like to remind the Council that according to the authorizing resolution that
establishes the Detroit Tunnel Authority (see Attachment I), your Honorable Body
is to review and approve financing documents before the closing of this
transaction.

Financial information regarding the Windsor’s loan application and financial
models addressing the repayment of the loan was delivered to the Budget,
Finance and Audit Standing Committee this past Friday (see Attachment II).

Based on my initial review of the financial information, | have some serious
unanswered questions and reservations regarding the financial structure of the
tunnel deal. Please see Attachment Ill for my questions and concerns. This
memo was emailed to your Honorable Body yesterday morning.

Because of the level of unanswered questions, and additional information
needed to make a better analysis of the financial information presented for the
tunnel transaction, | would recommend do not approve, if Council were to
vote on the authorizing resolution on Tuesday, June 24, 2008, during
formal session.



However, if deemed appropriate by your Honorable Body, you could agree to
have an adjourned session later this week, probably Friday, June 27" being the
latest, to vote on the authorizing resolution for the tunnel deal, to give the
Administration more time to address my questions and concerns. If Council
agrees with this scenario, | would respectfully request the Administration to send
the information requested by early Thursday, June 26™.

Alternative Plan in lieu of the Tunnel Deal

As you know, City Council anticipates the City ending up with an accumulated
deficit of $78 million as of June 30, 2008. $58 million of the deficit represents the
unauthorized tunnel deal and $20 million represents Fiscal's deficit projection as
of June 30, 2008 assuming the authorization of the tunnel deal. As a result, your
Honorable Body created a Prior Year Deficit appropriation of $78 million in the
2008-09 budget.

However, it is possible that the accumulated deficit could go higher than $78
million, for instance, if certain land sales are not consummated by June 30™. If
the actual accumulated deficit is greater than $78 million, the Administration will
have to come up with a deficit elimination plan to address this. But for the sake
of conversation, let's assume the deficit is $78 million.

Meanwhile, if your Honorable Body not approves the tunnel deal, a $58 million
hole would be in the budget. The hole could be addressed by issuing the $58
million in Fiscal Stabilization Bonds Council put in the 2008-09 budget, and avoid
massive layoffs.

The annual debt service on a five-year $58 million in Fiscal Stabilization Bonds
assuming a fixed-7% interest rate is approximately $13.8 million. According to
PA 80 of 1981, Fiscal Stabilization Bonds can have a maturity of 30 years. So,
the annual debt service on a ten-year $58 million Fiscal Stabilization Bond sale
assuming a fixed-7% interest rate is $8.1 million.

Yes, | agree with the Administration that Fiscal Stabilization Bonds are expensive
and require usage of General Fund dollars to make debt service payments. But
the credit rating agencies also like to see long-term budgetary plans that address
structural balance as well. If it takes Fiscal Stabilization Bonds to address a
deficit, supported by a plan to reach structural balance over a period of time, for

instance in 3 years, then the rating agencies do not frown upon these bonds as
much.

Of course, the Mayor could develop a plan to address any deficit using a mixture
of ideas that could minimize the use of Fiscal Stabilization Bonds, including minor
lay offs or elimination of unfilled positions, further reduction in overtime and
contractual services, consolidation of departments, a merging of departments
with other governmental entities, beefing up receivable collections, etc.



Therefore, it would not make sense to do massive lay offs as a knee jerk reaction
to address any deficit. If at all possible, | would think the Mayor wants to get a
better handle on the true deficit, and wait for the results of the 2007 CAFR in
November and the 2008 CAFR in April 2009.

The only caveat is that the Mayor may need a sizable cash infusion in order to
maintain appropriate cash flows for City operations.

Attachments

cc.  Council Divisions
Auditor General's Office
Anthony Adams, Esq., Deputy Mayor
Norman White, Chief Financial Officer
Pamela Scales, Budget Director
Kerwin Wimberly, Mayor’s Office
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RESOLUTION

WAIVER OF RECONSIDERATION REQUESTED

BY COUNCIL MEMBER:

WHEREAS, the City of Detroit, a municipal corporation (“Detroit”) of the State of
Michigan (the “State”), has been duly created under the provisions of the Home Rule City Act of
the State, Act 279, Public Acts of 1909, Mich. Comp. Laws Section 117.1 et. seq., as amended
(“Act 279”), pursuant to which Detroit has the comprehensive home rule power conferred upon
it by Act 279 and the Constitution of the State of 1963 (the “Constitution”), subject only to the
limitations on the exercise of that power contained in the Constitution, by statute of the State or
by provisions of the City Charter of Detroit (the “City Charter”); and

WHEREAS, Act 279 provides, in pertinent part, that a city may in its charter provide for
“owning, constructing and operating transportation facilities”; and

WHEREAS, pursuant to the City Charter, Detroit may acquire and maintain or
participate in the acquisition and maintenance of a tunnel across the Detroit River; and

WHEREAS, a tunnel connecting Detroit and the city of Windsor, Ontario, Canada
(“Windsor”) opened for traffic on November 3, 1930 (the “Tunnel”); and

WHEREAS, the Tunnel was constructed and originally owned by Detroit & Canada
Tunnel Corporation, a Michigan corporation, and its wholly owned subsidiary, The Detroit and
Windsor Subway Company Ltd., a corporation incorporated by special act of the Parliament of
Canada (collectively “DCTC”); and

WHEREAS, DCTC transferred its title to the portion of the Tunnel located in the United
States to Detroit, on March 20, 1978; and

WHEREAS, as a result of such transfer and related transactions, Detroit owns or leases
the portion of the Tunnel located in the United States (the “Detroit Tunnel”), which includes: (i)
the Tube and the approaches thereto, (ii) the Plaza, and (iii) the Off Site Inspection Area for customs

i ions of commercial vehicles located on the property more particularly described and defined in Exhibit
A;

WHEREAS, DCTC, Detroit and Ford Motor Properties, Inc. (“FMPI”), entered into a
Lease, Sublease, a Tube Lease and related agreements, each dated March 20, 1978 in accordance
with an Amended and Restated Agreement dated August 19, 1977, pursuant to which FMPI
constructed improvements to the Plaza and the Off Site Inspection Area at its expense and DCTC
leased the Detroit Tunnel (excluding the AMMEX Parcel where the duty free shop is located)
through November 3, 2020; and
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WHEREAS, Act 196, Public Acts of Michigan, 1986, as amended (“Act 196”) provides
for the creation of a public transportation authority which may plan, promote, finance, acquire,
improve, enlarge, extend, own, construct, operate, maintain, replace, and contract for public
transportation services by means of one or more public transportation systems and public
transportation facilities; and

WHEREAS, this City Council has determined that it serves a public purpose and is in
the best interest of Detroit to create a public transportation authority for the following purposes:
a) to be empowered to the full extent authorized by the Act to provide and improve, by contract
or otherwise public transportation services and public transportation facilities between Canada
and the United States; b) to enhance the effectiveness of public transportation between Canada
and the United States through the Tunnel; ¢) to, pursuant to the Act, acquire the Detroit Tunnel
and to own, lease, and operate the Detroit Tunnel (or cause the Detroit Tunnel to be operated),
including maintenance, improvement, enlargement and modernization of the Detroit Tunnel; d)
plan, promote, finance, acquire, improve, enlarge, extend, own, construct, operate, maintain,
replace, and contract for public transportation service by means of 1 or more public
transportation systems and public transportation facilities, as authorized by the Act; €) to be a
public benefit agency and instrumentality of the State of Michigan having all powers granted
under the Act to accomplish its purposes, and

WHEREAS, this City Council has determined that the name of such public
transportation authority shall be “Detroit Tunnel Authority”; and

WHEREAS, this City Council has determined that it serves a public purpose and is in
the best interest of Detroit to sell and convey its interest in the Detroit Tunnel to the Detroit
Tunnel Authority;

NOW, THEREFORE, BE IT RESOLVED BY THE CITY OF DETROIT CiTY
COUNCIL, as follows:

1. That the Articles of Incorporation attached hereto as Exhibit _ are
hereby adopted and the Mayor of Detroit is hereby authorized to file the
Articles of Incorporation with the Michigan Secretary of State.

2. That R , and are hereby
appointed as directors of the Detroit Tunnel Authority pursuant to Section
7.01 of its Articles of Incorporation which provides, in pertinent part, that
the City Council shall appoint three (3) members of the Board of
Directors.

3. That the Mayor of Detroit is hereby authorized to execute the Detroit
Tunnel Purchase Agreement with the Detroit Tunnel Authority for the
transfer of the Detroit Tunnel for not less than Sixty-Five Million and
00/100 Dollars ($65,000,000.00) and other good and valuable

C:\Documents and Settings\irvin\Local Settings\Temp\Tunnel Transfer Resolution_4.DOC

Page 2 of 3



consideration provided however that any and all documents relating to the
sale of the Tunnel, including but not limited to financing documents, must
be presented to this City Council for its review and approval as a condition
precedent to closing of the transaction and the delivery of the deed.

4. That upon the execution of the Detroit Tunnel Purchase Agreement,
receipt of not less than Sixty-Five Million and 00/100 Dollars
($65,000,000) and delivery of the deed, the Detroit Tunnel shall be
deemed removed from the general revenue system.

5. That the appointment of the law firm of Pepper Hamilton LLP as Tunnel
Counsel is hereby approved, provided that the fees and expenses of Pepper
Hamilton LLP shall be payable solely as a cost of the transaction and
solely from the financing of the Detroit Tunnel Authority in accordance
with the letter attached hereto as Exhibit .

6. That approval of the foregoing resolutions does not act as approval of the
proposed Detroit-Windsor Intergovernmental Agreement for Joint
Operation and Financing between the Detroit Tunnel Authority and the
Windsor Detroit Tunnel Corporation or any agreement whatsoever
between the Cities of Detroit, Michigan or Windsor, Ontario relating to
the Tunnel.

7. All resolutions and parts of resolutions insofar as they conflict with the
provisions of this resolution be and the same hereby are rescinded.

AYES: Members:

NAYS: Members:

RESOLUTION DECLARED ADOPTED.

Janice Winfrey, City Clerk
City of Detroit
County of Wayne, Michigan
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COLEMAN A. YOUNG MuNICIPAL. CENTER
2 WOODWARD AVE., Sulte 1126
DETROIT, MICHIGAN 48226

KwaME M. KILPATRICK, MAYOR PHONE 31322443400
City oF DETROIT Fax 313+224+4128
Execunive OFFICE WWW.CLDETROIT.MI.US

June 20, 2008

Honorable Council Member
1340 Coleman A. Young Municipal Center
Detroit, Michigan 48226

RE: The Detroit-Windsor Tunnel Financial Package

Attached for your review and consideration is the Detroit-Windsor Tunnel Financial
Package.

Should you require additional information, please contact me at (313) 628-0734.

/

Sincerely,

Kerwin A. Wimberley
City Council Liaison




ONTARIO INFRASTRUCTURE PROJECTS CORPORATION (OIPC)
LOAN APPLICATION

Application ID: 8015 Program Year: 2008/2009
Application Submit Date: Apr-30-2008

A. GENERAL INFORMATION - APPLICANT

Borrower Name: Windsor-Detroit Tunnel Borrower ID: 90474
Corporation
Address: 350 City Hall Square West City: Windsor
Suite 201 Postal Code: NSA6S1
Name of VP Finance Onorio Colucci (Secretary Fax No.: 519-255-7310

(or equivalent); Treasurer)
Telephone Number: 519-255-6100 X.6234 Email: ocolucci@city.windsor.on.ca

B. CONTACT INFORMATION

Questions regarding the information contained in the application form should be addressed to:

Name: Onorio Colucci Title: Secretary Treasurer
Telephone: 519-255-6100 X.6234 Fax No.© 519-255-7310
Email: ocolucci@city.windsor.on.ca

C. PROJECT SUMMARY INFORMATION

No. Project Name Category Type Loap Amount
1 Windsor-Detroit Tunnet Municipal Corporation Others $75,000,000.00

Other Infrastructure

Total Loan Amount $75,000,000.00



ONTARIO INFRASTRUCTURE PROJECTS CORPORATION (OIPC)
LOAN APPLICATION

Project Information

Project Name Windsor-Detroit Tunnel
Category Municipal Corporation Other Infrastructure

Project Financial Information

Please complete the following Project Financial Information. Only include Project Costs
incurred on or after January 1, 2004. Project Funding/Financing represents funds that are
available {on hand) at the start of the project.

Project Cost {(Incurred on or after Jan. 1, 2004) (A) $111,474,949.00

Project Funding/Financing

List present Funding/Financing sources for the project (eg. Reserves, other cash on hand,
approved grants, etc.).

Source/Description Amount
NOTE RECEIVABLE TO CITY OF WINDSOR (MIXED $36.474,8949.00
FUNDS)

APPL'N IS CANADIAN EQUIV. OF US $75 MILLION
Total Amount (B) $36,474,949.00

OIPC Loan Amount (A-B) $75,000,000.00

Please enter your long-term borrowing requirements including the date the funds are
required. Only include long-term borrowing in this section. If you anticipate that you will
require short-term financing during the construction phase of the project, the information
will be gathered as part of the Financing Agreement.

Rate Required Amount Jerm {in years) Type
Jul-02-2008 $75,000,000.00 40 Amortizing
Total Long-Term Financing $75,000,000.00



ONTARIO INFRASTRUCTURE PROJECTS CORPORATION (OIPC)
LOAN APPLICATION

D. DEBT AND REPAYMENT SUMMARY

Annual Financial Statements:

Please provide a copy of the Borrower's past 5 years annual audited financial statements.

Existing Borrowing:
Please provide the following details on the existing debt, including capital leases and unsecured debt.
Loan [Loan initial IAmount lAnnual |Date Maturit [Summary of [Payment |Periodic  [Payment
# [Purpose |Amount Outstanding [interest [Borrowed ly Year [Existing Type IAmount Frequency
Borrowed |as per Most Rate (%) (mm/ddlyy Pledges, |Paysble

Recent yy) Conditions,
Audited Covenants
Financials

Please elaborate on re-financing plans and options for any existing “interest only" debt, if applicable

New Corporation - no outstanding loans - only intended note payabie to sole shareholder, the City of Windsor.

Existing Encumbrances:

Please provide details on existing liens, pledges and any other encumbrances on existing assets

Please see Asset Purchase Agreement previously provided.




ONTARIO INFRASTRUCTURE PROJECTS CORPORATION (OIPC)
LOAN APPLICATION

E. LITIGATION

Is there any litigation threatened or existing which would affect any projects or substantially

impair the Borrower’s ability to pay debt service costs on its general obligation indebtedness?
Piease indicate Yes of No.

Yes [JNo
Please complete the Certificate of Litigation template found under the Forms menu.
F. NON-REPAYMENT OF LOANS OR DEBENTURES
In the last 10 years has the Borrower ever tailed to make a loan or debenture repayment on
time to any lender, including the Provincial Government? O Yes No

If yes, please provide details. If necessary, attach details.

G. PROVINCIAL GRANTS AS SECURITY

Pursuant to OIPC's enabling legisiation, provincial grants to the Borrower may be appropriated by the Legislative
Assembly of Ontario for payment to OIPC to satisfy any outstanding amounts owed by the Borrower to OIPC.

H. ATTACHMENTS

Please ensure all required documents are submitted with the signed application. OHPC requires originals as

noted below to be mailed or couriered. Also, please retain a copy of all documents submitted to OIPC for your
records.

Please indicate with a checkmark on the documents (originals where indicated) that will be submitted to OIPC.

] Completed application signed and dated by the appropriate individuals (original)
Past 5 years annual audited financial statements

[¥] Certificate of No Litigation using the OIPC template (original)
Borrowing Resolution (original or certified seal true copy)

Please note: OIPC retains the right to request and review any additional information or documents at
its discretion.

[¥)| acknowledge that | have read and understood the Project Delivery Guidelines/Requirements.

Wmd%{%trﬁw

Name: ﬁ\d}}/or Eddie Francis
Title: President

and by~
Name: Onorio Colucci
Title: Secretary-Treasurer
We have authonty to bind the Corporation

Dated: 8 May, 2008



ONTARIO INFRASTRUCTURE PROJECTS CORPORATION {OIPC)

LOAN APPLICATION

Project Details - Municipal Corporation Other Infrastructure

Project Name Windsor-Detroit Tunnel

Category Municipal Corporation Other Infrastructure
Construction Start Date Jun-30-2008

Construction End Date Jul-02-2008

Please indicate the lype of infrastructure project. Please select only one.

[JFire

OPolice

O Ambulance

O Administration
{J Electrical

Others

IWindsor-Detroit Tunnel Project

Please indicate below if any aspect of the project pertains to energy conservation.

[J Energy Conservation

Address of the project:

Type of work (e.g. new construction, renovation of existing
facilities, redevelopment, deferred maintenance, etc.):

Description of the project:

Windsor-Detroit Tunnel
iCorporation

IAt: Mark Galvin

c/o 350 City Hall Square
Suite 201

Windsor, Ontario

NOA 651

IAcquisition of Windsor-Detroit

Tunnel (Cdn.)

Acquisition of the Canadian portion of the Windsor-Detroit Tunnel.

Additional comments:

None.

What is the life span of the project in years? (i.e. the physical asset) EOD i

Please identify your Ministry contact (If applicable)



RESOLUTION OF WINDSOR-DETROIT TUNNEL CORPORATION
(the "Borrower")

DIRECTORS’ RESOLUTION

CAPITAL PROJECTS - FINANCING

WHEREAS the Articles of Incorporation and By-Laws of the Borrower and the
goveming legislation establishing the Borrower empowers the Board or person(s) authorized by
the Board to borrow from time to time such sums for the use of the borrower;

AND WHEREAS it is in the best interests of the Borrower that the Borrower borrow an
aggregate amount of up to Seventy-five Million U.S. (US$75,000,000) Dollars pursuant to a
financing agreement (the “Financing Agreement™) to be entered into between the Borrower and
Ontario Infrastructure Projects Corporation (“OIPC™).

NOW THEREFORE BE IT RESOLVED THAT:

1. the Borrower is hereby authorized to borrow up to Seventy-five Million U.S.
(US$75,000.00) Dollars from OJPC for financing certain capital projects pursuant to the terms
and subject to the conditions of the Financing Agreement;

2. any two of the officers and/or Directors of the Borrower (each an “Authorized Person”)
are hereby authorized and directed, for and on behalf of the Borrower, to negotiate the definitive

terms of the Financing Agreement and such other documentation as is required in connection
therewith;

3. the Borrower is hereby authorized to execute, deliver and perform its obligations under
the Financing Agreement, substantially on the terms and subject to the conditions of the
Financing Agreement, with such changes thereto as the Authorized Persons executing the
Financing Agreement may approve, such approval to be conclusively evidenced by the execution
of the Financing Agreement by such Authorized Persons;

4, any two Authorized Persons are hereby authorized and directed, for and on behalf of the
Borrower, to execute under the corporate seal of the Borrower and deliver the Financing
Agreement, substantially on the terms and subject to the conditions of the Financing Agreement
with such amendments and variations thereto as may be negotiated by such Authorized Persons,
and/or which such Authorized Persons may approve, such approval to be conclusively evidenced
by the execution of the Financing Agreement by such Authorized Persons;

5. any two Authorized Persons are hereby authorized and directed, for and on behalf of the
Borrower, to execute under the corporate seal of the Borrower and deliver all such further
agreements, instruments, amendments, certificates and other documents and to do all such other
acts or things as such Authorized Person may determine to be necessary or advisable in
connection with the transactions contemplated by the foregoing resolutions, the execution of any
such document or the doing of any such other act or thing by such Authorized Person being
conclusive evidence of such determination.

6. any two Authorized Persons are hereby authorized and directed, for and on behalf of the
Borrower, to execute under the corporate seal of the Borrower and deliver all such further



agreements, instruments, amendments, certificates and other documents and to do all such other
acts or things as such Authorized Person may determine to be necessary or advisable in
connection with the transactions contemplated by this resolution, the execution of any such
document or the doing of any such other act or thing by such Authorized Person being conclusive
evidence of such determination.

CERTIFIED 1o be a true and complete copy of a resolution of the Corporation that was
passed at a meeting of the directors of the Corporation held on the 8th day of May, 2008,
pursuant to the provisions of the Business Corporations Act, R.S.0. 1990, c¢.B.16; and further
that the said resolution is now in full force and effect.

DATED the § 4 day of May. 2008.

.

Onorio Colucci — Secretary-Treasurer

#589763-v1A



Draft for Discussion Purposes Only
Summary of Financial Analysis regarding Potential Detroit Deal-Based on $75 million Payment to Detroit

9-Apr-08
OIPC Loan Detroit Loan Note Payable to City
ﬁSoenmo # Scenario Name tartup & Funds For Initial | Funds For Loan| Total OIPC OIPC Annual Year Initial Loan Peak Amount Peak Year Year Paid| Initiat Note Peak Amount | Peak Year | Year Paid
(see attached for Working Caprlal Cash Flow to Detrait Loan Payment owrc Amount off Amount in Full
assumptions) Funds Stabilization Loan Paid
{Added 1o Detroit ot
Note/Payable}
#1 Optimistic Model $2,468,921 $2,531,07 $75,000,0008 $80,000,0008 $4,550,0008 2048 $77.531,079 $217,435,874 2041 2064 3103.802.83* $304,0186,554 2041 2058
#2 {Pessimistic Model S2.939.24d $7.060.76d $75,000,000) $485,000,00! $3,500,000 2048 $82,060,768 $l20.295,564 2067 Beyond $103,802,835] $643,521,374] 2054 Beyond
(2008 to 2027 2082 2082
$8,280.009
(2028 lo 2048
#3 Actuat 2007 Cashfiow Modei| $2,710,313 $6,289,687] $75,000,004 $84,000,00 $3.500,0000 2048 $81.289,687]$1,626,480.437 in Beyond 2082 As Beyond $103,802,835$2,143,100,.267 in] Beyond Beyond
growing @2% inflation. T (2008 1o 2027 2082 and growing Loan Keeps 2082 2082 and growing| 2082 2082
Increasing (if ever) (if ever)
$8,075,0008
(2028 to 2048
L7 Actual 2007 Cashfiow Mode See Tunnel Cashfiows Comp. by St hedule attach garding cash relative to this mode!
with noar term decline &
long term grawth
Notes: (1) Nate Payable to City represents Sales Price to WDTC of $111.474,949 lass Accounts Payabile of $7,672,096.

{2) Any shortfalls of the Detroit cashfiows are added to Detroit Note Payable m Years required.
(3) All models are based on US §.
{4) In some models capital expenditures have been changed from one year to another 6 accommodate cashfiow requi ts. Impact is consid minimal.

(5) For this purpose loan repayments are assumed to take place mid year.
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THrchment  JIIL
City of Metroit

CITY COUNCIL ANNE MARIE LANGAN
IRVI'T)gg:ﬁlcEl: R DEPUTY DIRECTOR
313)224-1076 FISCAL ANALYSIS DIVISION (313) 224-1078
¢ Coleman A. Young Municipal Center

2 Woodward Avenue, Suite 218
Detroit, Michigan 48226
FAX: (313) 224-2783
E-Mail: ivin@cncl.cl.detroit.mi.us

TO: Anthony Adams, Esq., Deputy Mayor

FROM: Irvin Corley, Jr., Director 9‘9}

DATE: June 23, 2008

RE: Request for Supplemental Information on Windsor's Financial

Analysis of the Tunnel Deal

Anthony, thank you the financial information from Windsor. | do have the
following questions, however | realize you may need to get the information from
Windsor:

1.

Page 3 of the Ontario Infrastructure Projects Corporation (OIPC) loan
application is missing. Please provide.

Page 2 of the OIPC loan application indicates the life span of the tunnel is
200 years. Please provide rationale/support of this determination.

Page 6, section E. Litigation indicates there is existing litigation that could
threaten the borrower’s ability to pay debt service. The borrower is the
Windsor-Detroit Tunnel Corporation (WDTC). Briefly, what litigation is
currently involved with the WDTC, and should the City of Detroit be
concerned about this?

Per “WDTC purchases tunnel assets” page (it is not numbered), DTA “rights
to tunnel” at bottom of the page means the usage of DTA'’s cash flows for the
purposes of paying off the OIPC loan, and nothing else, correct?

Per “Summary of Financial Analysis regarding Potential Detroit Deal-Based
on $75 million Payment to Detroit” page, | have the following questions:

a. Column 2 says, “see attached for assumptions”, but they are not attached.
Please provide.
b. If possible, please provide a copy of the Excel files used to develop the
spreadsheets for the models.
c. Please confirm my understanding of how the loan application is presented:
1) The WDTC borrows $75 million from Province of Ontario and in turn
loans this money to the DTA. Based on WDTC'’s OIPC loan



application and projected cash flows, WDTC pays of f the loan in 40
years, around 2048. | assume the OIPC wants repayment in 40 years
to make this an acceptable transaction, and it is realized that it takes
the revenues from the WDTC to make this happen. | cannot tell what
the assumed interest rate on this loan. Please provide.

2) WDTC is borrowing to add to “initial cash flow stabilization” to loan with
OIPC. Per Scenario #1 or “optimistic model”, this amount in column
two is $2,531,079. But this amount gets added to the $75 million
principal amount of Detroit Tunnel Authority's loan (see column one
under “Detroit Loan” section). It appears that the Detroit tunnel's
revenues are used to make the WDTC loan more stable in order to get
it paid off in 40 years. This is an added burden to the Detroit
Tunnel Authority under this financing arrangement. But somewhat
in fairness, this could be viewed as “points” the DTA is paying to make
this financing transaction happen. At any rate, the transaction is
costly.

3) In turn, the DTA borrows the $75 million plus from the WDTC that
could be paid off in 56 years under the “optimistic model”. Basically,
lenders do not want to go with optimistic models. However, any more
realistic model (models 2-4) shows the DTA loan being paid off at in
least in 75 years, but most likely longer. | do not know the assumed
interest rate. Please provide.

4) The WDTC will pay off its “note payable to the City of Windsor” in
either 51 years (using “optimistic model”) or beyond 75 years. | do not
understand how and when the WDTC cash flows will be used to pay
off this obligation.

. Please provide copies of the related amortization schedules for the

WDTC/OIPC loan, the WDTC/DTA loan, and the WCTC/note payable to

City. These are needed to show how the cash flows would be used to pay

off the associated debt service requirements.

. Is it the City’s intent to transfer the tunnel as a note payable to the City at

some point after the loan is paid off? Has this note been established?

Is it clear that the revenues from the Detroit side of the tunnel will not be

used to assist in paying off the “note payable to City”, which appears to be

the note payable between the Windsor-Detroit Tunnel Corporation and the

City of Windsor?

. Only the “optimistic model” shows that the Detroit loan will be paid off in

56 years. Usually, a more conservative approach is used when relying on

projections when doing real estate deals. The other models show the

Detroit loan being paid off “beyond 2082”, which is beyond 75 years. This

means that the tunnel may never really be free of debt, would remain on

the hook as collateral, and not really be an asset “free and clear” on the
books of the Detroit Tunnel Authority.

. Why do the cash flows show negative amounts in 2026 and 20277?

The Ontario Loan Application does not show what interest rate is

being offered by Ontario. The interest rate is critical, because it is



8.

going to impact the amortization schedules. Fiscal thinks that if the
interest rate is beyond 5%, the loan could turn out to be a “reverse
mortgage” because 1) the first 12 years of the note would grow the
$75 million principal since the Detroit Tunnel Authority would still be
bound by the current lease agreement with the Detroit & Canada
Tunnel Corporation, and there would not be sufficient cash flows
during those years to meet debt service payments, which means that
the shortfalls would be added to the principal of the loan; and 2)
interest requirements based on a rate above 5% are going to make
the Detroit loan that much harder to get paid off in 75 years,
especially using more conservative cash flow projections.

And, it is very conceivable that the interest rate is beyond 5%. In the
memo from Windsor’s attorney, Clifford Sutts (see Exhibit D in your memo
to Council entitied “United States Side of Detroit/Windsor Tunnel
Transaction/Balancing the Budget” dated June 16, 2008), Mr. Sutts states
in his fifth paragraph “The lender advised that the Province of Ontario
borrows money to fund the Lender's lending practices by issuing
debentures at market rates and terms that govern the rates and terms
upon which it makes loans to borrowing municipalities”. | do not know
what “market rates” are occurring on these type transactions in the
Province of Ontario.

But even with the rate at 5%, the DTA could grow from $75 million to
approximately $131 million by 2023, or in 15 years, according to the cash
flow and amortization schedule prepared by Goldman, Sachs & Co.
(please see Exhibit E to your memo June 16™ memo reference earlier).
Please ask Goldman Sachs to provide the remainder of this projection
going through year 75, or 2082.

| feel compelled to go back to an “old” question. Obviously, the fact that the
City of Detroit is currently “bound” by the current lease between itself and the
Detroit & Canada Tunnel Corporation between now and 2020 makes the $75
million loan transaction very expensive. Why cannot the City of Detroit break
its lease with the DCTC? What penalty would the City of Detroit occur if the
lease was ended now? Do we have a legal opinion in writing that explains
the ramifications of trying to break the current lease with the DCTC? If
somehow the City could get out of this lease now, much more of the tunnel
net revenues could go towards the $75 million principal in the initial terms of
the loan, thereby making this is a more economic viable transaction for the
City of Detroit. It probably would be prudent for the Research and Analysis
Division also review the current lease documents for any “escape clause” the
City of Detroit could possibly take advantage of. Obviously, it maybe difficult
to undo the current lease if the DCTC has any net future revenues from the
Detroit side of the tunnel restricted to offset any existing and future liabilities
associated with the DCTC.



Thank you for the supplemental data.

cc:  Honorable City Council
Council Divisions
Auditor General’s Office
Kandia Milton, Chief of Staff
Norman White, Chief Financial Officer
Pamela Scales, Budget Director
Kerwin Wimberly, Mayor’'s Office
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